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The accounting officer 

Emalahleni Local Municipality 

PO Box 3 

Emalahleni 

1035 

30 November 201 1 


Reference: 02584REG10/11 


Dear Madam 

Report of the Auditor-General on the financial statements and other legal and regulatory 

requirements of Emalahleni Local Municipality for the year ended 30 June 2011 

1 The above-mentioned report of the Auditor-General is submitted herewith in terms of section 
21(1) of the Public Audit Act of South Africa read in conjunction with section 188 of the 
Constitution of the Republic of South Africa section 121(3) of the Municipal Finance 
Management Act of South Africa (MFMA). 

2. In terms of section 121(3) (municipality) of the MFMA you are required to include the audit 
report in the municipality's annual report to be tabled. 

3. Until the annual report is tabled as required by section 127(2) of the MFMA the audit report Is 
not a public document and should therefore be treated as confidential. 

4. Prior to printing or copying the annual report which will include the audit report you are required 
to do the following; 

• Submit the final printer’s proof of the annual report to the relevant senior manager of the 
Auditor-General of South Africa for verification of the audit-related references in the audit 
report and for confirmation that the financial statements and other information are those 
documents that have been read and audited. Special care should be taken with the page 
references in your report, since an incorrect reference could have audit implications. 

• The signature Auditor-General in the handwriting of the auditor authorised to sign the audit 
report at the end of the hard copy of the audit report should be scanned in when preparing 
to print the report. This signature, as well as the place and date of signing and the Auditor- 
General of South Africa’s logo, should appear at the end of the report, as in the hard copy 
that is provided to you. The official logo will be made available to you in electronic format. 

5. Please notify the undersigned Senior Manager well in advance of the date on which the annual 
report containing this audit report will be tabled. 

6. Your cooperation to ensure that all these requirements are met would be much appreciated. 
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Kindly acknowledge receipt of this letter. 
Yours sincerely 



Nadia Bruwer 

Senior Manager: Mpumalanga 


Enquiries: Dalene Cousins 
T elephone: (0 1 3) 756 0800 

Fax: (013)756 0879 


REPORT OF THE AUDITOR-GENERAL TO THE MPUMALANGA PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON THE EMALAHLENI LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I have audited the accompanying financial statements of the Emalahleni Local Municipality, 
which comprise the statement of financial position as at 30 June 201 1 , and the statement of 
financial performance, statement of changes in net assets and statement of cash flows for 
the year then ended, and a summary of significant accounting policies and other 
explanatory information, as set out on pages xxx to xxx. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP) and the requirements of the Municipal 
Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA), and for such 
internal control as management determines necessary to enable the preparation of financial 
statements that are free from material misstatement, whether due to fraud or error. 

Auditor-General's responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 (Act 
No. 108 of 1996) and section 4 of the Public Audit Act of South Africa, 2004 (Act No, 25 of 
2004) (PAA), my responsibility is to express an opinion on these financial statements based 
on my audit. 

4. I conducted my audit in accordance with International Standards on Auditing and General 
Notice 1111 of 2010 issued in Government Gazette 33672 of 15 December 2010. Those 
standards require that I comply with ethical requirements and plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free from material 
misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor’s 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity’s preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control. An audit also includes evaluating the appropriateness of accounting 
policies used and the reasonableness of accounting estimates made by management, as 
well as evaluating the overall presentation of the financial statements. 

6. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my qualified audit opinion. 


Basis for qualified opinion 

Property, plant and equipment 

7. I could not physically verify assets with a cost price of R1 1 930 196 included in the closing 
balance for property, plant and equipment as disclosed in note 6 to the financial 
statements, 

8. Supporting documentation could not be submitted for additions to property, plant and 
equipment with a value of RIO 888 187 included in the closing balance of property, plant 
and equipment as disclosed in note 6 to the financial statements. 

9. The municipality’s records did not permit the application of alternative audit procedures; 
accordingly, I could not obtain sufficient appropriate audit evidence as to the valuation, 
existence, rights and completeness of the closing balance of property, plant and equipment 
as at 30 June 201 1 to the amount of R2 272 779 402 (2010: R2 292 337 144) in the 
statement of financial position. 

10. Land and buildings amounting to R413 670 894 disclosed in note 6 to the financial 
statements included a duplication of buildings valued at R12 433 515. 

1 1 . The Standard of Generally Recognised Accounting Practice, GRAP 1 7 Property, Plant and 
Equipment requires an entity to disclose the methods adopted and the estimated useful 
lives or depreciation rates to provide users of financial statements with information that 
allows them to review the policies selected by management and enables comparisons to be 
made with other entities. The useful life used for the depreciation charge for property, plant 
and equipment as calculated in note 6 to the financial statements differed from the 
accounting policy. As a result the depreciation charge in the statement of financial 
performance was understated, and the accumulated surplus and property, plant and 
equipment as disclosed in the statement of financial position were overstated by R26 554 
357. 

Commitments 

12. The Standard of Generally Recognised Accounting Practice, GRAP 1 Presentation of 
Financial Statements requires an entity to disclose unrecognised contractual commitments. 
Due to limitations placed on the scope of my work, I could not obtain sufficient appropriate 
audit evidence to confirm the valuation and completeness of commitments amounting to 
R28 904 279 as disclosed in note 30 to the financial statements. 

Contingent liabilities 

13. The municipality could not provide sufficient appropriate audit evidence to support the 
contingent liability amounting to R1 347 593 disclosed in note 35 to the financial 
statements. The entity’s records did not permit the application of alternative audit 
procedures to confirm the completeness of the contingent liability. Consequently, I did not 
obtain sufficient appropriate audit evidence to satisfy myself as to the completeness, 
obligation and valuation of contingent liabilities of R1 347 593 as disclosed in note 35 to the 
financial statements. 


Retentions 


14. The municipality could not provide sufficient appropriate audit evidence as to the obligation, 
valuation and completeness of retentions of R18 413 676 as disclosed in note 8 to the 
financial statements. The entity's records did not permit the application of alternative audit 
procedures to confirm the obligation, valuation and completeness of retentions disclosed in 
the financial statements. 

Fruitless and wasteful expenditure 

15. Section 32(4)(c)(ii) of the MFMA requires the accounting officer to take steps to prevent the 
recurrence of fruitless and wasteful expenditure. The municipality paid salaries and 
maintenance for the civic theatre, city hall and banquet hall in the Cultural Centre, a 
section 21 company. The amount paid for salaries during the year under review amounted 
to R6 291 269. 1 considered the expenditure to be fruitless and wasteful, as the municipality 
did not get any benefits from the amount paid. The amount was not disclosed as fruitless 
and wasteful expenditure in the notes to the financial statements, as required by 

section 125(2){d) of the MFMA. 

Cash flow statement 

16. The Standard of Generally Recognised Accounting Practice, GRAP 2 Cash Flow 
Statements requires that the cash flow statement represents the movement in the opening 
and closing cash equivalents for a particular period, and identifies whether or not the cash 
in- or outflows were as a result of operating, investing or financing activities. The cash flow 
statement was out of balance with R8 459 241. Accordingly, I was not able to determine 
whether any adjustments might have been necessary to the amounts disclosed in the cash 
flow statement. 

Expenditure 

17. Included In bulk purchases for water as disclosed in note 24 to the financial statements is 
an amount of R1 1 844 589 relating to invoices for the prior year. Bulk purchases are 
therefore overstated by this amount. 

Qualified opinion 

18. In my opinion, except for the possible effects of the matters described in the basis for 
qualified opinion paragraphs, the financial statements present fairly, in all material respects, 
the financial position of the Emalahleni Local Municipality as at 30 June 2011 and its 
financial performance and cash flows for the year then ended, in accordance with SA 
Standards of GRAP and the requirements of the MFMA. 

Emphasis of matters 

1 9. I draw attention to the matters below. My opinion is not modified in respect of these 
matters; 


Material losses 

20. As disclosed in note 2 to the financial statements, material losses to the amount of 
R28 237 423 were incurred as a result of the write-off of irrecoverable trade debtors. 

21. As disclosed in the statement of financial performance, material losses to the amount of 
R222 299 599 were incurred as a result of water and electricity distribution losses. 

Additional matter 

22. I draw attention to the matter below. My opinion is not modified in respect of this matter: 

Unaudited supplementary schedules 

23. The supplementary information set out on pages XX to XX does not form part of the 
financial statements and is presented as additional information. I have not audited these 
schedules and, accordingly, I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

24. In accordance with the PAA and in terms of General Notice 1111 of 2010 issued in 
Government Gazette 33872 of 15 December 2010 , 1 include below my findings on the 
annual performance report as set out on pages xxx to xxx and material non-compliance 
with laws and regulations applicable to the municipality. 

Predetermined objectives 
Reliabiiity of information 

25. The reported performance information was deficient in respect of the following criterion: 

• Completeness: All actual results and events that should have been recorded had not 
been included in the reported performance information. 

26. The following audit finding relates to the above criterion: 

Completeness of reported performance against indicators could not be confirmed as 
inadequate supporting source information was provided 

• For the selected objectives, the completeness of 29% of the reported indicators could 
not be established, as sufficient appropriate audit evidence and relevant source 
documentation could not be provided. 

Compliance with laws and regulations 

Strategic planning and performance management 

27. The accounting officer did not assess the performance of the municipality for the first half of 
the financial year by 25 January, taking into account the municipality’s service delivery 
performance during the first half of the financial year and the service delivery targets and 
performance indicators set in the service delivery and budget implementation plan. 

Human resource management 

28. Managers directly accountable to the municipal manager did not sign an annual 
performance agreement within one month after the beginning of the financial year. 


Budget 

29. The municipality incurred expenditure that was not budgeted for, in contravention of 
section 15 of the MFMA. 

Annual financial statements and annual report 

30. The financial statements submitted for auditing were not prepared in all matenal respects in 
accordance writh the requirements of section 122 of the MFMA. Material misstatements 
identified by the auditors were not adequately corrected, which resulted in the financial 
statements receiving a qualified audit opinion. 

Internal audit 

31. The internal audit unit did not function as required by section 165(2) of the MFMA, in that: 

• the internal audit did not prepare a risk-based audit plan and an internal audit 
programme for the financial year under review 

• the internal audit unit did not report to the audit committee on the implementation of 
the internal audit plan 

• the internal audit did not advise the accounting officer and report to the audit 
committee on matters relating to internal audit, internal controls, accounting 
procedures and practices, risk and risk management as well as loss control. 

32. Consequently, the audit committee did not review the municipality’s performance 
management system and make recommendations in this regard to the council and submit 
an auditor’s report to the council regarding the performance management system at least 
twice during the financial year. 

Procurement and contract management 

33. Goods and services with a transaction value above R200 000 were deliberately split into 
parts or periods with a smaller value to avoid complying with the requirements of Supply 
Chain Management (SCM) Regulation 12(3). 

34. Awards were made to providers who were persons in the service of the municipality or 
whose directors or principal shareholders were persons in the service of the municipality, in 
contravention of SCM Regulation 44. Furthermore, the providers failed to declare that they 
were in the service of the municipality, as required by SCM Regulation 13(c). 

35. Awards were made to providers who were persons in the service of other state institutions 
or whose directors or principal shareholders were persons in the service of other state 
institutions, in contravention of the requirements of SCM Regulation 44. Furthermore, the 
providers failed to declare that they were in the service of the state, as required by SCM 
Regulation 13(c). 


36. Persons in the service of the municipality whose close family members had a private or 
business interest in contracts awarded by the municipality failed to disclose such interest, 
as required by SCM Regulation 46{2){e) and the code of conduct for staff members issued 
in terms of the Municipal Systems Act of South Africa, 2000 (Act No. 32 of 2000) (MSA). 
Furthermore, the providers failed to declare their relationship to persons employed by the 
municipality, as per the requirements of SCM Regulation 13(c). 

37. Sufficient appropriate audit evidence could not be obtained that contracts to the value of 
R27 152 354 had been procured in accordance with legislative requirements and the SCM 
policy. 

Expenditure management 

38. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained a management, accounting and information system that recognised 
expenditure when it was incurred, accounted for creditors of the municipality and payments 
made by the municipality, and ensured that value-added tax was accounted for in terms of 
the Value-Added Tax Act of South Africa,1991 (Act No. 89 of 1991), as required by 
section 65(2)(b) of the MFMA. 

39. The accounting officer did not take reasonable steps to prevent fruitless and wasteful as 
well as irregular expenditure, as required by section 62(1 )(d) of the MFMA. 

40. Money owing by the municipality was not always paid within 30 days of receiving an invoice 
or statement, as required by section 65(2)(e) of the MFMA. 

Asset management 

41. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained a management, accounting and information system that accounted for the 
assets of the municipality, as required by section 63(2)(a) of the MFMA. 

42. The accounting officer did not take ail reasonable steps to ensure that the municipality had 
and maintained an effective system of internal control for assets (including an asset 
register), as required by section 63(2)(c) of the MFMA. 

Other 

43. In terms of sections 74 and 178 of the MFMA, municipalities are required to report to the 
National Treasury information on municipal entities, including those structures in existence 
before the MFMA and MSA framework took effect. The civic theatre, city hali and banquet 
hall in the Cultural Centre were a section 21 company as at 30 June 2011. The last annual 
financial statements were prepared for the 2007-08 financial year, No information in this 
regard was reported to the National Treasury. 

INTERNAL CONTROL 

44. In accordance with the PAA and in terms of General Notice 1111 of 2010 issued in 
Government Gazette 33872 of 15 December 2010 , 1 considered internal control relevant to 
my audit, but not for the purpose of expressing an opinion on the effectiveness of internal 
control. The matters reported below are limited to the significant deficiencies that resulted in 
the basis for the qualified opinion, the findings on the annua! performance report and the 
findings on compliance with laws and regulations included in this report. 


Leadership 

45. The accounting officer did not review the annual financial statements prior to their 
submission for auditing. 

46. The accounting officer did not exercise oversight responsibility over reporting, compliance 
with laws and regulations as well as internal control. 

Financial and performance management 

47. There is an urgent need to appoint a permanent, skilled chief financial officer, as the 
municipality has been operating without one for a long period. 

48. Performance reports were not monitored throughout the year to ensure reliable reporting as 
well as monitoring of service delivery in terms of the predetermined objectives. 

Governance 

49. The internal audit unit did not fulfil its responsibilities as set out in legislation and in 
accordance with the accepted best practice and standards. 

50. The municipality did not identify risks relating to the achievement of financial and 
performance reporting objectives. 



Nelspruit 


30 November 2011 
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